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Japan: 2019 in review, 2020 Outlook

Economy to lose momentum in 2020
as business reports weak end to 2019

Recent Jibun Bank Japan PMI readings show the
economy struggling to sustain growth as it heads
towards 2020, buffeted by twin headwinds of
escalating global trade tensions and the domestic
sales tax hike. The coming year is set to see the
weakest economic expansion since 2014, but growth
should start to pick up again as the year proceeds.

2019 in review

The Jibun Bank Japan PMI, compiled by IHS Markit
from its monthly surveys of manufacturing and service
sector companies, remained subdued in December
2019 according to the early ‘flash’ estimate, signalling
a marginal decline in business activity for a third
successive month. The decline puts the economy on
course for the worst performance since the first half of
2016 in the closing quarter of 2019.

The ongoing weakness was led by a twelfth
successive monthly fall in manufacturing output, which
represents the longest continual decline in goods
production recorded over the past decade. The
production downturn continued to be fuelled to a large
extent by deteriorating external demand, in turn often
blamed by companies on the damaging impact of trade
wars and weakened global business confidence, which
has led to risk aversion and subdued demand. Export
orders fell for a thirteenth consecutive month.

While early-2019 was characterised by manufacturing
woes being offset by a resilient service sector, the tail
end of the year saw
services also struggling.
Service sector business
broadly stagnated for a
third month running in
December, representing
the worst performance for
three years.

While early-2019 was
characterised by
manufacturing woes
being offset by a
resilient service
sector, the tail end of
the year has seen the
tertiary sector also
struggling.

While some of the service
sector weakness reflected
spill-overs from the
sustained export-led
factory downturn, disappointing sales were also often
linked to domestic demand softening after the October
sales tax hike.

PMI data showed Japan’s economy contracting

marginally in the fourth quarter
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Trade wars weighed on Japan’s goods exports
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Weakness has spread from factories to services
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Some encouragement can be gleaned from two of
Japan’s key manufacturing sectors, machinery &
equipment and autos, showing tentative signs of
returning to growth in late 2019 after severe downturns
early in the year, though fully-fledged recoveries are by
no means assured. The all-important investment goods
sector (including makers of plant and machinery)
contracted in Japan over the course of 2019 as global
business investment declined.

Auto makers also had an
Like machinery
makers, auto Like machinery makers, auto
producers also saw producers also saw some of
the worst months for orders
and production recorded by
PMI over the past decade.

some of the worst
months recorded
over the past

decade. It was consequently the

consumer that provided most

of the support to the
economy through 2019. While the increase in the sales
tax in October was followed by weakened demand for
consumer goods and services, it is not yet clear how
much of a negative impact the higher tax has had on
the economy, not least because adverse weather also
hit the country in the form of Typhoon Hagibis.

The health of consumer spending in the early stages of
2019 in part reflected a robust labour market. Hiring
has remained resilient into late-2019, pushing
employment higher across both manufacturing and
service sectors, albeit showing signs of losing some
momentum in the second half of the year. The concern
is that this waning of the labour market could feed
through to reduced consumer spending in 2020.

While the sales tax has clearly caused retail prices to
rise, core inflation pressures appear to have remained
subdued. Average prices

charged for goods and \While the sales tax
services fell for the first time 55 clearly caused
in three years, according to . ;
the flash PMI for December, reta”,pncés torise,
commensurate with only a core inflationary
subdued pace of consumer  Pressures appear
price inflation, once again  to have remained
frustrating the years-long  frystratingly

efforts .of policymakers to SRl

raise price pressures.

Not surprisingly, given the

weak survey data, late-2019 saw further efforts to
stimulate demand. Early December saw Japan’s first
large stimulus package since 2016, estimated to be
comparable to just under 2% of Japan’s GDP.

especially rough ride in 2019.

JIBUN BANK

Core price pressures are subdued

Japan Composite PMI Core CPI, annual % change
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2020 outlook

Economic growth in Japan is expected to moderate in
2020 primarily on the back
of persistent weakness in
external demand, destocking .
activites and a limited Projected to slow
outlook for wage growth. from 1.1% in 2019
Real GDP is projected by to 0.3% in 2020,
our colleagues at IHS Markit {2 s|owest pace of
to slow from a forecast
annual rate of 1.1% in 2019
to 0.3% in 2020, the slowest
pace of growth since 2014
(when the sales tax was raised from 5% to 8%).

Real GDP is

growth since 2014.

Japan’s GDP

Japan GDP, constant prices, annual % change
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These projections are supported by gloomy business
expectations for the year ahead. The Jibun Bank PMI
showed that optimism for output in the year ahead
during the second half of 2019 was running at some of
the lowest levels seen since data were first available in
2012, remaining relatively moribund in December.
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Risks and issues

PMI contributors’ worries about the year ahead include
concerns over the impact of trade conflicts, the
negative impact of the consumption tax hike and the
waning of Olympics-related demand, all of which are
expected to contribute to the projected slowing of
Japan’s global growth to 0.3% in 2020.

The potential for further downside risks to Japan’s
growth prospects clearly remain significant. Any major
escalation of global trade uncertainties and geopolitical
tensions will likely be
accompanied by a
strengthening of the yen
that would erode Japan’s
T export ~ competitiveness.
will likely be This  would  further
accompanied by a aggravate the deteriorating

strengthening of the external demand  for
yen that would erode  Japanese  goods  and

o services, acting as a
competitiveness. -
additional drag on overall

economic growth.

Global trade
uncertainties and
geopolitical tensions

In the medium-to-long-term, demographic changes will
pose challenges for sustaining economic growth. Any
delays in structural reforms, including labour
adjustments in raising female and elderly worker
participation alongside increasing the foreign workforce,
will hurt competitiveness, limit productivity growth and
wage increases, all of which will weigh on consumer
spending.

Downside risks to growth would be mitigated partially
by the recently announced fiscal stimulus package,
which includes measures for disaster restoration. The
Bank of Japan is also expected to maintain ultra-
accommodative monetary conditions amid growth
concerns, but there are limited measures that the
central bank can pursue if further downside risks arise,
suggesting that any additional support will largely rest
on fiscal policy.

Based on current policy expectations, and barring any
unforeseen developments, IHS Markit expects
economic growth to accelerate again in 2021, with
growth continuing to gather momentum in the following
two years, albeit remaining disappointingly weak, and
below 1%, largely reflecting the headwinds of domestic
demand being subdued by an aging population and
continued weak external demand, due largely to softer
outlooks for the US and Chinese economies, both of
which are major trading partners of Japan.

JIBUN BANK

Jibun Bank Purchasing Managers’ Index

In July 2019, Jibun Bank announced its partnership with IHS
Markit to sponsor the Purchasing Managers’ Index™ (PMI™)
surveys for Japan. The PMI series produced by IHS Markit is
one of the most closely-watched signals of business activity.
Central banks, financial markets and business decision-
makers around the world value the surveys as timely and
often unique indicators of economic trends.

The Japan PMI series is based on data collected monthly
from around 800 purchasing or other senior managers in
Japan and covers both manufacturing and service sectors.
Data have been collected by IHS Markit since 2001.

Contact

Jibun Bank Corporation
Global Fin-telligence Office
Grp-S-I-Room@jibunbank.co.jp

Jibun Bank is an internet retail bank established in 2008 by a joint
investment of KDDI — a major telecommunication service provider —
and MUFG Bank — Japan'’s largest bank — As a “smartphonecentric
bank”, Jibun Bank has over 3.4 million customer accounts and
focuses on providing highquality financial services via smartphones.

Jibun Bank provides unique services such as “Smartphone ATM”, a
service allowing to deposit and withdraw money from teller machine
without cash card by just scanning a QR code shown on the
smartphone app, and “Al Foreign Currency Forecast”, a foreign
currency trading support tool that predict the rise of foreign exchange
rate based on past trend deep learned by an Al (artificial
intelligence).

As a member of the “au Financial Group”, Jibun Bank aims to play a
major role in providing comprehensive smartphone-centric banking
services in line with the “Smart Money Concept” and enhance
customer experience.

IHS Markit (NYSE: INFO) is a world leader in critical information,
analytics and solutions for the major industries and markets that
drive economies worldwide. The company delivers next-generation
information, analytics and solutions to customers in business,
finance and government, improving their operational efficiency and
providing deep insights that lead to well-informed, confident
decisions. IHS Markit has more than 50,000 business and
government customers, including 80 percent of the Fortune Global
500 and the world’s leading financial institutions.

IHS Markit is a registered trademark of IHS Markit Ltd. and/or its
affiliates. All other company and product names may be trademarks
of their respective owners © 2019 IHS Markit Ltd. All rights reserved.

The intellectual property rights to the data provided herein are owned by or
licensed to IHS Markit. Any unauthorised use, including but not limited to
copying, distributing, transmitting or otherwise of any data appearing is not
permitted without IHS Markit's prior consent. IHS Markit and Jibun Bank shall
not have any liability, duty or obligation for or relating to the content or
information (“data”) contained herein, any errors, inaccuracies, omissions or
delays in the data, or for any actions taken in reliance thereon. In no event
shall IHS Markit or Jibun Bank be liable for any special, incidental, or
consequential damages, arising out of the use of the data. Purchasing
Managers’ Index™ and PMI® are either registered trade marks of Markit
Economics Limited or licensed to Markit Economics Limited. IHS Markit is a
registered trademark of IHS Markit Ltd. and/or its affiliates.
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